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Income Tax Problems in Real Estate
By: Lois C. Mottonen
Internal Revenue Service Cheyenne, Wyoming

This discussion will be limited to two or
three aspects of real estate taxation resulting
from current trends in American living. Our
present culture is identified with a tremendous
increase in population and movement of our
people from one locality to another. These
things cause many problems in real estate tax
ation.
Our population explosion created a need
for thousands of homes, businesses, factories,
and other buildings. The necessary building
programs can progress only if there is capital
to finance them. Recently, obtaining money
for mortgages and financing has been difficult.
One evidence of the shortage of funds is the
concerted effort being made by many savings
and loan associations and other financial groups
to attract capital. Newspaper readers and TV
viewers have been subjected to an intense
advertising campaign. People with money
to invest are invited to deposit their money
with this or that organization and, in return,
are promised a higher rate of interest—besides
receiving some special prize such as a free
teakettle, set of silverware, saucepans, etc.
Congress, too, has been aware of the need
for developing incentive for real estate invest
ment. In September, 1960, Congress enacted
legislation specifically designed to encourage
small investors to invest in real estate through
unincorporated associations and trusts taxable
as corporations. Since the legislation applies
only to taxable years beginning in 1961 or
later, discussion of it now seems appropriate.
The legislation gives, to those trusts meeting
certain requirements, a tax break similar to that
given persons who pool their funds in a
company which invests in stocks or bonds.
Income from real estate investments by a
corporation or a trust taxable as a corporation
ordinarily has been taxed twice—once at the
corporate level and once when distributed to
individuals. Income of a qualified real estate
investment trust, on the other hand, is taxed
only once, if it is distributed according to the
new tax law.
The legislation enacted consists of three
new sections added to the Internal Revenue
Code—Sections 856, 857, and 858. I have
summarized a few of the comments from the
Committee Report issued by the House of
Representatives concerning these new sections.
The bill was designed to provide sub
stantially the same tax treatment for qualified
real estate investment trusts as the present
law provides for regulated investment com

panies. The committee felt that the equality
of tax treatment between the shareholders of
real estate investment trusts and the share
holders of regulated investment companies
was desirable since, in both cases, the methods
of investment constitute pooling arrangements
whereby small investors can secure advantages
normally available only to those with large
resources. These advantages include the
spreading of risk of loss by greater diversifica
tion of investment, which can be made through
pooling arrangements; the opportunity to
secure benefits of expert investment counsel;
and the means of collectively financing projects
which investors could not undertake indi
vidually.
Enactment of this legislation was particularly
important because of the shortage of private
capital and mortgage money for individual
homes, apartment houses, office buildings, fac
tories, and hotels. Presently, the financing of
real estate equities and mortgages is largely
dependent on Government guaranteed money
and investments by special groups, such as
insurance companies and pension trusts.
The bill made, as much as possible, the
requirements and conditions now applicable
to regulated investment companies applicable
to the real estate investment trusts. The Com
mittee drew a line between passive invest
ments and the active operation of a business.
It extended the regulated investment company
type of tax treatment only to income received
from the passive investments of real estate
investment trusts.
Real Estate Investment Trusts
In general terms, a real estate investment
trust is an unincorporated trust or association,
which would be taxable as a domestic cor
poration in the absence of the new law, meet
ing certain general requirements and, in addi
tion, meeting a series of requirements as to
amounts of various types of gross income and
as to types of investments.
General Requirements
Management must be vested in one or more
trustees. The beneficial ownership of the trust
or association must be evidenced by trans
ferable shares or by transferable certificates.
No property may be held primarily for sale to
customers in the ordinary course of business.
These three conditions must be met during
the entire taxable year.
The law also provides that beneficial owner
ship of real estate investment trusts must be
3

These requirements actually mean that
75% of the trust’s income must be from
real property and the other 15% either
from real property or from sources from
which a regulated investment company
is required to derive most of its income.
3. 30% Test—The third income requirement
is concerned with relatively short-term
gains from the sale or other disposition
of property. This test provides that gains
on securities held for less than six months
and gains on real property held for less
than four years must represent less than
30% of the trust’s gross income. Losses
from the sale or other disposition of stock
or securities are not considered in the
computation.

held by 100 or more persons during at least
335 days of a taxable year of twelve months.
The trust, apart from the nature of its gross
income, must not be a personal holding com
pany—that is, no five individuals may directly
or indirectly own more than 50% of the trust
during the last half of the trust’s taxable year.
The trust must also elect to be treated as a
real estate investment trust. Even though the
trust satisfies the other requirements of the
new Code sections, it will not be taxed as a
real estate investment trust unless it so elects.
There is a similar provision requiring a regu
lated investment company to make such an
election. The regulations with respect to
regulated investment companies state that
the election must be made by the taxpayer by
computing income as a regulated investment
company in its return for the first taxable year
for which the election is applicable. No other
method of making the election is permitted
and the election is irrevocable. Similar rules
will probably apply to real estate investment
trusts, although Regulations have not yet been
approved.

Investment Requirements
Investment requirements of the trust must
meet two tests. The first test assures that the
bulk of the trust’s investments is in real
estate. It requires that 75% of the value of
the assets be in real estate assets, cash and
cash items (including receivables), and
Government securities, at the close of each
quarter of the taxable year. The second test
is designed to provide diversification in any
of the trust investments other than the real
estate assets. This test requires that the value
of securities, other than Government securities,
of any one issuer held by the trust at the close
of each quarter may not exceed 5% of the
trust’s total assets and also may not exceed
10% of the outstanding voting securities of
the issuer.
One of the principal purposes in imposing
restrictions on types of income of a qualifying
real estate investment trust is to be sure that
the bulk of its income is from passive income
sources and not from the active conduct of a
business. This, for instance, accounts for the
limitation in the general provisions providing
that the trust must not hold any property
primarily for sale to customers in the ordinary
course of business. This aims to restrict the
income of the trust to that of a passive nature.
Further restrictions are provided in the
definition of rental income of a trust. This
definition is important because such rents are
one of the principal types of income allowed
under the 90% and 75% gross income tests.
Rental income from real property cannot
include amounts received from such property
where the determination of the amount de
pends in whole or in part on the net income
or profits derived from the property. This
assures that no profit sharing arrangement
will, in effect, make the trust an active par
ticipant in the operation of the property.
However, rental may be based on a fixed
percentage of receipts or sales since this is a

Gross Income Requirements
The income requirements, all of which must
be met for the taxable year by a qualified real
estate investment trust are divided into three
categories.
1. 90% Test—The first of these tests pro
vides that 90% or more of the trust’s
gross income must be the type specified
in the Code. The sources of income in
clude dividends; interest; rents from real
property; gains from the sale or other
disposition of stocks, securities, and real
property; and abatements and refunds of
taxes on real property. This corresponds
substantially with the 90% test applied
to regulated investment companies in
which the company must derive 90% of
its gross income from dividends, interest,
and gains from the sale or other dispo
sition of stocks and securities.
2. 75% Test—The second income test pro
vided for real estate investment trusts is
new. There is no corresponding provision
for regulated investment companies.
Under the test, at least 75% of the trust’s
income must, in one way or another, come
from real property. The types of income
within the 75% category include rents
from real property; interest on obligations
secured by mortgages on real property or
interests in real property; gain from the
sale or other disposition of real property,
dividends, and other distributions from
other qualifying real estate investment
trusts; and abatements and refunds of
taxes on real property.
4

holders as ordinary income. No dividend re
ceived deductions, credits, or exclusions will
be allowed for the portion of the trust income
received as dividends. Long-term capital
gains of the trust, to the extent they are
distributed, are taxed at the beneficiary level
as long-term capital gains rather than ordinary
income.

customary type of rental contract and is not
related to the profit or loss of the lessee.
The second restriction on the definition of
rents excludes amounts where the trust directly
furnishes or renders services to the tenants
or manages or operates the property. These
services can be rendered through an inde
pendent contractor, however. The independ
ence of the contractor is assured by providing
that the trust cannot receive any income from
the contractor. The contractor may not own
more than a 35% interest in the trust and not
more than 35% of the stock of a corporate
contractor can be held by a person or persons
holding a 35% or greater interest in the trust.
A third restriction excludes from the defini
tion of rents amounts received from any per
son if the trust has an interest of 10% or
more in the stock, assets, or profits of that
person.

Liquidation of a Real Estate
Investment Trust
Since a real estate investment trust would be
taxed as a corporation except for the rules in
Code Sections 856, 857, and 858, the rules
applicable to corporate liquidation also apply
to the liquidation of these trusts. Amounts
distributed in complete liquidation of the trust
are treated as full payment in exchange for
the stock. The distributions are, therefore,
subject to the capital gain and loss provisions
to the same extent as any domestic corporation.

Method of Taxing Real Estate
Investment Trusts
A real estate investment trust which dis
tributes at least 90% of its real estate in
vestment trust taxable income for the year,
exclusive of net long-term and short-term
capital gains, and without the deduction of
dividends paid, is in effect taxed only on the
retained earnings, if it so elects. The distrib
uted earnings are taxed to the shareholders
and the trust is allowed a dividend paid de
duction. The corporate tax rates are imposed
on any earnings not distributed.
The taxable income for the real estate in
vestment trust is adjusted as follows:
1. The excess of net long-term capital gain
over net short-term capital loss is ex
cluded.
2. The special deduction for partially tax
exempt interest, dividends received, and
dividends paid on certain preferred stock
of public utilities are not allowable. The
deduction provided by Code Section 248,
relating to organizational expenditures, is
allowable.
3. The net operating loss deduction is not
allowed.
4. The deduction for dividends paid (as
defined in Section 561) is allowed but
must be computed without regard to the
capital gains dividends.
5. Taxable income must be computed with
out regard to annualizing the taxable in
come for a short period even though it
results from a change of accounting
period.

Records to Be Maintained by a Trust
The Code sections providing for real estate
investments trusts expressly state that it may
not be a personal holding company. Under
corresponding regulations applicable to a
regulated investment company, the Commis
sioner’s regulations require such a company to
maintain, in the district in which it is required
to file its income tax return, permanent records
showing actual ownership of its stock. For the
purpose of determining whether a regulated
investment company is a personal holding
company, its permanent records must show
the maximum number of shares to be con
sidered as actually or constructively owned by
each of the actual owners of the stock at any
time during the last half of the company’s
taxable year. Similar records will probably be
required for real estate investment trusts.
We have discussed a problem resulting from
the population growth. Now let us consider a
problem resulting from the mobility of our
population. Studies of American family life
show that one of every five families moves
each year. Many of these families own a
personal residence or other real estate. Sooner
or later, the family will face a problem con
cerning a casual sale of real estate.
Take, for instance, the family who owns a
home. Ownership of this residence can lead
to a multitude of tax problems. Suppose an
executive is transferred to one city from an
other. He may decide to keep his home for
rental or investment, or he may decide to sell
it. Either way, he is faced with a tax problem.
If he decides to keep the home and use it
for rental purposes, he must maintain records
to show his income and expenses each year.
These items must be reported in Schedule G
of the Form 1040. Actually, the tax problems

Taxation of Shareholders of Real Estate
Investment Trusts
The income from the trust which is dis
tributed will become taxable to the share
5

sale—he buys and occupies another residence,
the gain is not taxed at the time of the sale
if the cost of the new residence equals or
exceeds the adjusted basis of the old residence.
Exceptions to this two-year rule are made if
the taxpayer builds a residence or has been
called to active duty in the Armed Forces.
It is important to remember that the tax
gain is only postponed, it is not forgiven. Any
gain not taxed in the year of sale is subtracted
from the cost of the residence acquired to
replace it, giving a lower basis to be used in
the event of a later sale.
If the taxpayer sells his old residence at a
gain and the adjusted sale price exceeds the
purchase price of the new home, the gain
taxed in the year of the sale is limited to the
lesser of (1) the gain realized on the sale of
the old residence, or (2) the excess of the
adjusted sales price of the residence over the
cost of the new one.
If the taxpayer sells a residence on which
there is a taxable gain, he may elect to report
the sale on the installment basis if the selling
price is more than $1,000 and the payments
received in the year of the sale are not more
than 30% of the sales price. It is important to
remember that an election to report the gain
on the installment basis must be made in a
timely filed tax return. An election to report
such a sale on the installment basis cannot
be made after the due date of the return. The
validity of this regulation has been upheld
by the courts.
The interest received on the sale of the
residence would, of course, be included in
Schedule B of Form 1040 as taxable income.
Whenever a residence is sold or exchanged,
the details of the transaction must be reported
on Schedule D of Form 1040, or if the tax
payer chooses, he may use Form 2119, State
ment Concerning Sale or Exchange of Per
sonal Residence.
One other note of interest to those of you
who have real estate of your own—much
emphasis has been placed in recent weeks on
Civil Defense and plans for survival in the
event of war. The construction of bomb shel
ters by individuals to protect their families
has been urged by the Civil Defense organiza
tions. If you build such a shelter on personal
real estate, you may not claim the cost of this
as a tax deduction. While you may consider it
an ordinary and necessary expense, the Gov
ernment in Internal Revenue Service news
release 372 stated that it did not believe it
to be an ordinary and necessary business ex
pense and, therefore, no deduction is allow
able.

involved in reporting income and ordinary
expenses of the upkeep of the property do not
present difficult tax problems. However, the
problem of depreciation is a little more diffi
cult. To compute depreciation correctly, the
taxpayer must compare the fair market value
of the property at the date of the conversion
with the adjusted basis of the property. If the
fair market value is less, the basis for deter
mining depreciation is the fair market value
at the time of conversion. It is probably ad
visable for any taxpayer converting property
to rental use to establish a fair market value
by a competent appraiser. This will preclude
much difficulty if the taxpayer is called upon
by the Government to establish its value later.
The fair market value of the property be
comes important for another reason; when the
taxpayer decides to sell property which has
been converted to rental, he must use the
lesser of the fair market value at the date of
conversion or the adjusted basis. Of course,
depreciation claimed during the rental period
must be considered in determining the gain
or loss. If the sale results in a loss, the tax
payer must use the fair market value at the
date of conversion. If the sale results in a gain,
the taxpayer uses the adjusted basis at the
date of conversion. If, by using the fair market
value, a gain results and if, by using the ad
justed basis, a loss results—there is neither a
gain or loss to be reported for income tax
purposes.
Although there is a conflict between the
Circuit Courts as to whether the loss from
such a sale is fully deductible in the year of
the sale, the Revenue Service has taken the
position that the loss is fully deductible in the
year of the sale and it should be shown that
way when filing the return.
The fact that property has been abandoned
as a residence and offered for sale or rent may
not be sufficient to warrant the deduction of a
loss on its sale. The property must actually
have been rented so that a new basis for
gain or loss can be established and so that it
can be shown that the loss was sustained as
a result of a profit inspired motive. A decline
in value during the period while the owner
is trying to sell the property is a loss incident
to personal use and is not deductible.
Let us consider for a moment that the tax
payer decides not to keep his home for rental
use but decides to sell it. If the sale results in
a loss, he cannot claim the loss for income
tax purposes.
If the taxpayer sells his residence at a gain,
the gain is taxable. If the house was held for
more than six months, he will be entitled to
long-term capital gain provisions. However,
if—within the two-year period commencing
one year before and ending one year after the

From a speech to the joint meeting of the
Wyoming and Colorado Societies of CPAs and
also before the Cheyenne Board of Realtors.
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Cost Accounting for Construction of
Refineries and Auxiliary Facilities
By: Orpha B. Russell
Tulsa Chapter ASWA

Prior to the twentieth century financial ac
Cost accounting classifies expenses and in
counting was deemed to be adequate for come by every possible subdivision of the
managerial control in private, public, and business, so that information is readily avail
corporate business. Financial accounting was able for any type report required, whether
the outgrowth of single-entry bookkeeping it be for a bank, federal and state tax returns,
dating back as far as 443 B.C. in Roman a report to any governmental agency, such as
history, and reconstructed, through the cen the Federal Trade Commission, Social Security
turies of changing business methods, to present Board, or the State Employment Security Com
at regular intervals, usually yearly, informa mission.
tion regarding the financial status of a business
Cost accounting is particularly advantageous
enterprise.
to a refinery constructor. His survival depends
During this period of accounting history, upon successful, on-schedule completion of a
the accountant’s business role was chiefly that profitable contract. And, a profitable contract
of a historian, who presented in detail the is the ultimate result of meticulous basic re
nature of the changes that had taken place search, intelligent design and engineering,
during the period he was recording.
competent and experienced construction, and
The twentieth century brought many accurate records of cost.
changes in our economic and social structure,
Transactions in this type business are nu
such as federal and state income taxes, social merous and varied, and necessitate the coop
security, unemployment security commissions, erative teamwork of many, in both the home
workmen’s compensation and liability insur office and in the field.
ances. Stockholders and financiers had entered
Let us take a hypothetical job or project.
the financial picture a few years earlier and An executive or a salesman learns of a pro
industries were seeking more efficient methods spective customer’s need and make initial con
for reporting and forecasting.
tact, with a proposal to bid. His proposal to
Financial accounting was rapidly becoming bid is accepted, and he returns to the home
inadequate and out-dated. Information was office with complete information regarding his
not readily available for reports to outside prospective customer’s requirements.
He immediately contacts his Accounting De
agencies such as banks, credit associations,
federal, state and local governments, insurance partment to secure a number for his project,
companies, and trade associations. It was im so that all expenses incurred in his promotion
possible to prepare detailed reports exhibiting work and estimating may be properly allo
complete cost data regarding operation of cated.
A conference is held with the heads of his
the enterprise for purposes of comparing such
data with other periods of operation and with Estimating, Process, and Purchasing Depart
ments, and the prospect’s needs are carefully
other concerns in the industry.
Management found that financial account analyzed. Then, the estimators, process engi
ing furnished information too late to be of neers, and buyers compile data necessary for
value, and was lacking in information as to the formal bid.
At this point, cost records of similar jobs
which department, unit, sales territory, process,
service, or product was either the money built previously, are invaluable. From accurate
maker or the loser for the enterprise. There cost records the estimator can determine what
was no day-to-day cost information obtainable, the design and erection of such a project will
and as a result it was impossible to prepare a cost in man-hours and/or dollars, from the
budget of any kind. Costs were not available cost per cubic yard of concrete poured for
to aid in determining prices of products and/or foundations to the cost per gallon for the final
services, and it was impossible to appraise and coat of paint on the completed unit. Actual
compare the profitableness of alternative meth costs for everything involved, from agitators to
ods, cost of maintenance, and differences in welfare facilities, and through completion of
preliminary operations and tests on similar
efficiency between types of equipment.
All these deficiencies in financial accounting jobs are readily available with cost account
led to the development of cost accounting ing.
Accurate cost records plus engineering
early in the twentieth century.
7

knowledge and skill equal the successful
bidder, who returns to his home office with a
signed contract.
A signed contract automatically converts
his project to a job, so he asks his Accounting
Department to assign a job number. At this
point, some firms immediately transfer all costs
for this particular project to the job, in a
lump sum, thus leaving only those costs not
related to any job in the overhead or burden
accounts in the general ledger. All project
costs are preserved in the project ledger, in
detail, to support the figures transferred to the
job ledger, and are transferred in lump sums
so that identity will not be lost in the trans
fer.
The executive in charge of construction is
advised of the successful bid and the new job,
and assigns a project engineer and a construc
tion superintendent to the job.
The project engineer, the mechanical engi
neer and the purchasing agent then confer,
and the job begins to move. The engineers
pass material requisitions to the purchasing
agent for distribution among his buyers, all
trained specialists in the various types of
equipment to which they have been assigned.
Buyers prepare purchase orders from quota
tions acquired from their suppliers at the time
they were preparing the bid. The original and
an acknowledgment copy of the purchase order
are mailed to the supplier, and copies are dis
tributed to all departments.
From his copies of purchase orders the cost
accountant is able to forecast his cash dis
bursements for materials and supplies for the
job.
As invoices reach the accounts payable
section of the Accounting Department, direct
from the suppliers or vendors, they are com
pared with the accounting copies of purchase
orders for verification of prices, terms and
quantities. Quantities are also checked against
receiving reports, furnished by the field ware
housemen, to verify the fact that all material
billed has been received. Calculations are
checked for accuracy and cash discounts com
puted before the invoice is coded for voucher
ing and recording as a direct cost to the job.
A skeleton field crew moves to the job site—
generally a foreman and a warehouseman, to
supervise the erection of temporary facilities
such as the warehouse and office, and to be on
hand to prepare receiving reports and care for
materials until the superintendent arrives. A
field engineer and a field accountant follow
immediately, after briefing at the home office.
The field accountant has been informed
about his customer’s requirements for billing
purposes and the rules and regulations of the
state in which he is working. He has been fur

nished a copy of the contract, and is familiar
with coding for costs in the various areas of
the job to which he has been assigned. He is
responsible for the proper coding of all in
voices and payrolls, and for securing the
written approval of his superintendent before
mailing to the home office for payment and
final recording.
He will be responsible for all personnel
records for local personnel on the job, for
the duration of the job. His payrolls are pre
pared weekly and mailed immediately to the
home office for recording. Wage earnings cards
are kept in his field office. Following the close
of the quarter, he completes a quarterly re
port for his job and mails to the home office
so that it may be combined with all others
from the state in which he is working for
state tax and for social security tax reporting.
In the home office, time sheets from all
departments are forwarded to the payroll
section of the Accounting Department showing
job, project, or overhead account charges in
man-hours. Payroll recaps are prepared, each
pay period, summarizing direct costs by jobs,
project, and overhead or burden by man-hours
and dollars. Accruals are made for vacation
and holiday pay, military, jury duty and sick
leave, and payroll tax expenses. Thus, within
a matter of hours after a pay period ends, in
formation is available for analysis by all con
cerned.
As the job progresses the cost accountant
adopts the threefold role of historian, news
agent, and prophet. As historian he must be
diligently exact, accurate and impartial. As
news agent he must be systematic, concise and
current. As prophet he must combine scientific
knowledge and experience with foresight and
courage.
Cost accounting provides subsidiary records
divided into two groups—direct costs and in
direct costs.
Direct costs are further divided between
office costs and field costs. Home office costs
include engineering, drafting, blue-prints, in
spection, purchasing and accounting, plus all
applicable taxes and insurance, while field
costs include direct labor and labor supervision
and material and supplies installed.
Costs, both direct and indirect, are further
subdivided by departments—executive, sales,
processing, estimating, purchasing, engineer
ing, construction, warehousing, maintenance,
and accounting.
Engineering is further subdivided—engineer
ing management (project engineers) and me
chanical engineers (layout, specifications and
material control, piping, instruments, struc
tural, electrical, vessels, utilities, distribution
8

1. It summarizes masses of detailed infor
mation, from which financial statements are
prepared.
2. A greater degree of specialization in the
work performed by clerks and accountants is
made possible by the division of labor main
taining subsidiary records.
3. The use of control accounts automatic
ally provides internal checks of the work of
one employee against the others, which as
sures accuracy, detects errors, and maintains
honesty.
4. Costs and the firm’s financial position
may be treated confidentially.
Thus, a general ledger, composed of con
trol accounts, supported by subsidiary records,
is invaluable to management.
The executive in charge of construction, the
project engineer, and the mechanical engineer,
may scrutinize costs of jobs at any time and
thus keep costs at the minimum required for
efficiency.
Financial accounting did not permit a check
of this kind. Under the old system of financial
accounting, a refinery could have been built
and a contractor “lost his shirt” by the time
a financial report reached those with the power
to control costs.

and records, models, reproduction, secretarial
and clerical squads).
Construction is further subdivided between
management (home office) and field.
Accounting is further subdivided between
accounts receivable, accounts payable, pay
rolls, and the general ledger.
Indirect costs are also divided between the
home office and field. Home office indirect
costs include sales and promotion plus esti
mating. In other words, all costs involved from
the first contact with the customer until sign
ing of a contract. Field indirect costs include
field office management and maintenance,
warehousing, requisitioning and receiving, ex
pendable tools and equipment.
Detail provided by cost accounting is in
valuable to the estimator and enables him to
quote costs at the lowest point consistent with
the most efficient operating conditions and
obtain the maximum utilization of each dollar.
The general ledger of a refinery constructor
is comparable to a tool shed, in that all the
tools of his cost accountant are gathered and
recorded there and are readily available for
analyzing, standardizing, comparing, report
ing, recommending and forecasting.

ANNUAL MEETING AMERICAN SOCIETY OF WOMEN ACCOUNTANTS
In accordance with ARTICLE X, Section 1, of the National By-Laws of the
American Society of Women Accountants, notice is hereby provided that the
21st Annual Meeting of the Society will be held in conjunction with that of
the American Woman’s Society of Certified Public Accountants at the Hotel
Schroeder, Milwaukee, Wisconsin, October 25-28, 1961. The Annual Business
Meeting of the American Society of Women Accountants has been called for
1:00 p.m. on Thursday, October 26, 1961.
Anne D. Snodgrass
National Secretary, 1960-61

9

AWSCPA Highlights of the Year
By GERTRUDE HINDELANG, C.P.A.
President 1960-61

Another fiscal year of our Society has come
to a close. For our Society, it has been a year
of continued growth and increase in stature
as an organization of professional women. Our
membership has now passed the 500 mark and
continues to grow.
The Research Committee project, started
during the 1959-1960 administrative year, to
obtain and compile information about our
members, as well as about all women CPAs,
has been completed and a procedure adopted
whereby such data might be kept current.
There will be issued a full statistical report on
the findings of this committee. I am sure you
will find it both interesting and informative.
A year ago, we charged the Education Com
mittee with the responsibility of preparing a
recruiting pamphlet for distribution to high
school and college students. At the time of this
writing, the final draft is in the hands of the
printer. We expect to have a supply of this
pamphlet available for general distribution
early in September.
The overhauling of many of our Society’s
internal functions has again this year been high
on our agenda. All minutes, both Board and
membership, were reviewed in an effort to
eliminate therefrom any duplications or in
consistencies. Where necessary, standing

resolutions were restated to bring Board action
into line with membership action. In addition,
standing resolutions were adopted to imple
ment current policies and procedures. Two
additional sets of Board and membership
minutes were assembled, one as a stand-by
set to be stored at National Headquarters and
one for the president’s traveling file. The
resolution section of the Policy and Pro
cedure Manual was completely revised in view
of making it a better working tool for the
officers and directors. Other procedural changes
still in the development stage are being turned
over to the 1961-62 administration for further
study and possible action.
To single out any individuals or committees
would be a disservice to the other members
and committees who did equally as outstand
ing work on behalf of our Society and the
profession. It has been most gratifying to see
the enthusiasm and vigor put forth by our
officers, directors and members of our com
mittees in furthering our objectives and pro
grams. I am sure I express the appreciation of
all members when I say—THANKS FOR A
JOB WELL DONE.
It has been a privilege and an honor for me
to serve as your president. Thank you for the
opportunity.
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AWSCPA President's

Message

Mrs. Henry S. Owens has served AWSCPA
as first and second vice president, treasurer,
and as chairman of the public relations and
legislative committees.
She is a partner in the firm of Henry S.
Owens and Company, holds a BCS degree
from Southeastern University, Washington,
D. C., and MCS degree from Benjamin Frank
lin University and is a certified public ac
countant in the District of Columbia.
Among her affiliations are included mem
bership in the American and District of
Columbia Institutes of Certified Public Ac
countants, National Federation of Business
and Professional Women's Clubs, and Gen
eral Federation of Womens Clubs.

Winifred D. Owens, C.P.A.
Washington, D. C.

Over the twenty-eight years of the life of the
American Woman’s Society of Certified Public
Accountants, its original aim, to advance the pro
fessional interest of women certified public
accountants, has been faithfully and diligently
pursued, and is evidenced by the outstanding
accomplishments of many individual members in
all phases of the accounting profession. This basic
aim will be the guiding factor of this administra
tion.
The technological and other advances in ac
counting in the past few years have developed to
a point where it seems fair to say that all of us
are facing what might be called new frontiers
in our profession. Automation, data processing,
magnetic tape—management services, budget fore
casts, special operations analyses, together with
more government controls and reports, these are
the changing faces of accounting and the services
expected of us.
Our profession has reached one plateau, and is
embarking upon broader and higher planes of
endeavor and service. This is the challenge which
we must meet and conquer in furthering the aims
of our Society. We have the knowledge upon
which to build, and by meeting today’s and
tomorrow’s advances with the same spirit of deter
mination, and the same professional dedication
which our predecessors in this Society have applied,
we will succeed.
Continuing education is a necessity for ad
equately and competently meeting today’s re
quirements in all fields of accounting, public,
private, government or teaching. Through our
membership in professional organizations, and

active participation, we have the means of keeping
abreast of the current trends and techniques.
Another challenge facing us is the shortage of
trained accountants to meet the present and
future demands. Since the founding of our
affiliated organization, the American Society of
Women Accountants, both societies have co
operated in efforts to attract and encourage
qualified women to enter and advance in the
accounting field. This effort will be continued.
The means for meeting the challenges of today
are in our hands. The Officers and Directors of
AWSCPA request your help and cooperation in
the year 1961-1962 toward the furtherance of
our objectives.
My sincere thanks to all of you for giving me
the privilege of serving as President of the
American Woman’s Society of Certified Public
Accountants, and the support of a fine group of
Officers and Directors who will be serving in the
following capacities: Mary F. Hall, First VicePresident, Education Committee; Grace S. High
field, Second Vice-President, Research Committee;
Marguerite E. Baumann, Secretary and responsible
for the Year Book; and Margaret E. Lauer, Treas
urer. The Directors include Lucille R. Preston,
Membership Committee; Margaret Conley, Public
ity; Margaret R. Gnirk, Public Relations; Pearl
Scherer, Budget and Finance; Gertrude Hindelang
(Ex-offico), Policy and Procedure.
Other committee activities are under the able
chairmanship of Doris Parks, Award; Loretta A.
Culham, Legislation and Dorris C. Michalske,
Publications.
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ASWA In Retrospect-1960-1961
By E. VIRGINIA BARNETT, C.P.A.
President 1960-61

with other professional societies and service
on committees and boards of other accounting
organizations. We can point with pride to the
accomplishments of our chapters and mem
bers.
The American Society of Women Account
ants is one of the cooperating organizations of
the Eighth International Congress of Account
ants to be held in New York City in 1962.
The National Board of Directors of ASWA
has appointed our delegates and alternate
delegates. The President of the American In
stitute of Certified Public Accountants, Mr.
Louis H. Pilié, spoke at two of our Chapter
Public Relations meetings—Birmingham and
Dallas—with extravagant praise for our So
ciety, its purposes and aims, and with en
couraging words for all women in the
profession.
Whatever success ASWA has attained this
year is due to you, the members, from Massa
chusetts to Hawaii, from Florida to Washing
ton, from Texas to Minnesota. It has been a
most edifying experience to be your president.
I have attempted to serve you to the best of
my ability. Decisions were made after much
thought and consultation with others and at
all times I have had the best interests of the
Society in mind. My mistakes have been of
judgment and certainly none were intentional.
It is with the greatest confidence of a year
of immeasurable progress that I relinquish the
office of president to Anne D. Snodgrass,
C.P.A. I am confident that you will work with
Anne as diligently and loyally as you have
worked with me and my predecessors. As I
take my place in the ranks of those who have
gone before, may I leave with you a final
thought passed on to me many years ago by
my beloved grandmother: “Truth is the bond
of union and the basis of human happiness.
Without this virtue there is no reliance on
language, no confidence in friendship, no se
curity in promises and oaths.” Thank you for
according me the privilege and honor of
serving you as President of the American
Society of Women Accountants.

The 1960-1961 administrative year has
been an eventful one for the American Society
of Women Accountants. We have grown in
numbers and in stature. Four new chapters
were added to the rolls of the Society: Fort
Lauderdale, Florida; Youngstown, Ohio; Or
ange County, California; and Boston, Massa
chusetts. As we contemplate the progress
women as individuals are making in the pro
fession of accountancy, our hearts rejoice in
their success. We have been saddened by the
deaths of a number of our associates. Knowing
that sadness is the alloy that rounds out life,
we pause in silence in memory of our beloved
members who have died this year at the very
height of their careers.
It has been said that “stand-still” does not
exist. We must either advance or decline.
Each year more of our chapters make their
influence felt in the community and nation
through personal service contributions of
members in civic projects requiring account
ing knowledge, cooperation with high schools,
colleges and universities in encouraging young
women to enter the profession, joint meetings
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Mrs. Scott Snodgrass has served ASWA
as national secretary and as director and
chairman of the legislation and bylaws com
mittees. She is on the staff of Felix Einsohn
& Co. and holds C.P.A. certificates from the
States of Colorado and Texas. She received
a BSBA degree from the University of Den
ver and currently is enrolled in Southern
Methodist University.
She has served as note editor of DICTA
(University of Denver Law Journal) and
holds memberships in the following organiza
tions: American Institute of Certified Public
Accounts, AWSCPA, Texas Society of CPA’s,
Dallas Estate Council, P. E. O. and Kappa
Beta Phi Legal Sorority.

Anne Douthit Snodgrass, C.P.A.
Dallas, Texas
“By realizing what you have, and working in
unison and harmony in ASWA to keep it alive,
you will build up your treasure of more assets
of greater value than any balance sheet has ever
presented. By combining the native goodness of
every ASWA member, and in unison demanding
articulately that the profession remain on its high
pedestal, woman can carry the torch of truthful
ness, of fairness in dealing with others, of laudable
human relations, of independence in reporting
to management and third parties, and of integrity
in tax reporting. And these are the prime man
dates of the profession to which we belong.”
These were the words of Mr. Louis H. Pilié,
C.P.A., President of the American Institute of
Certified Public Accountants, on the occasion of
the Public Relations meetings of the Birmingham
and Dallas Chapters of ASWA during 1961. They
present a real challenge to us in carrying out the
objectives for which our Society was founded.
In the twenty-three years that the American
Society of Women Accountants has been in
existence, it has shown tremendous growth in
professional achievement, as well as in member
ship. In order to assure its continued growth and
development, we must work even harder con
tributing our talents and energies to our profession,
our communities, our organization, and our own
individual professional advancement.
The purpose of ASWA is the advancement of
women in the profession, but even more impor
tant is the purpose of general advancement of the
accounting profession. The most effective means
of carrying out the objectives of this Society is
through the encouragement of those women just
entering the profession. Through the activities
and projects of ASWA we have a tremendous
opportunity to serve as inspiration to the younger

accountants who are just starting to plan their
career. Our encouragement through scholarships,
awards, and programs of assistance to college
and high school students is one of the most valuable
contributions we can make to the accounting pro
fession.
Be proud of your affiliation with ASWA. Take
part in the activities of your chapter, and accept
your share of responsibility for maintaining an
active and interested membership. Plan to attend
Annual Meetings, Regional conferences, and
meetings with other Chapters. By active participa
tion in all of the Society’s activities you will not
only contribute immeasurably to the accounting
profession and help ASWA realize its full potential,
but will also enrich your own life.
The Officers and Directors who will be serving
you in coordinating the affairs of this Society dur
ing the 1961-62 administrative year are dedicated
to the ideals of this Society. I would like to
present them to you: ERMA A. SEMBACH, Cin
cinnati, Ohio, First Vice President; PEARL M.
ISHAM, C.P.A., Los Angeles, California, Second
Vice President; PHYLLIS E. PETERS, C.P.A., De
troit, Michigan, Secretary; LEATRICE J. HARP
STER, Washington, D.C., Treasurer; Directors:
MARGARET BAILEY. C.P.A,, Denver Colorado;
MADELINE A. CASSI, Chicago, Illinois; ANNA
M. IACKEY, C.P.A., Louisville, Kentucky; NEL
LIE V. JOLING, Grand Rapids, Michigan; BETTY
JEAN LUCAS, Spokane, Washington; and DR.
BERNADINE MEYER, Pittsburgh, Pennsylvania.
E. VIRGINIA BARNETT, C. P. A., immediate
past president will serve as Director Ex Officio.
We appreciate the opportunity that you have
given us to participate in the administration and
development of our Society. We are at your serv
ice, and are looking forward to hearing from you.
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Busy Readers

S. MADONNA KABBES, C.P.A.

cedures to the reports for internal manage
ment use, and adjusted the inventory figures
in the reports for external use. Internal man
agement found such reports helpful in fore
casting variations in net income, since such
changes would have a direct relationship to
changes in sales volume.
Among the reasons advanced for not using
direct costing in reports for external use was
that acceptance has not been obtained for
income tax purposes, as well as certain doubts
which still exist as to the acceptance of this
basis for public reporting.

CURRENT APPLICATION OF DIRECT
COSTING—N.A.A. Research Report No. 37
—National Association of Accountants, New
York, 1961. 108 pages.
The growing number of companies using
direct costing prompted the National Associa
tion of Accountants to make this research
study. Representatives of fifty companies using
direct costing were interviewed to obtain cur
rent material for the study. The committee
members attended seminar conferences, and
studied pertinent literature which has appeared
since 1953, when a previous research report
on Direct Costing was published.
Absorption costing is based on the theory
that all manufacturing costs should be assigned
to the products manufactured, while non
manufacturing costs are deducted from gross
margin in the period incurred. In so far as
manufacturing costs apply to products in
inventory, such costs are deferred to the period
in which the goods are sold.
Direct costing recognizes that some costs
arise each period because it is necessary to
keep a certain capacity available for produc
tion, whether or not it is utilized to the fullest
extent. Such period costs (fixed costs) are
charged to the period in which incurred, and
only those additional costs (variable costs)
incurred if goods are produced are charged to
the products manufactured. Such costs will be
proportional to volume and thus unit costs
tend to remain constant. Under this system
revenue is reduced by the direct costs of
manufacturing and selling the products to
derive a marginal income figure. This marginal
income is reduced by all period costs to arrive
at the net income for the period. Since mar
ginal income per unit tends to remain con
stant, it becomes easy to predict the changes
in net income which will result from volume
increases.
One of the advantages claimed for the direct
method is the aid it offers in profit planning.
For short-run planning marginal income
figures need to be immediately available, so
decisions can be made before opportunities
are lost. Long-range planning, on the other
hand, often involves substantial increases in
volume, and usually results in higher period
costs. Companies using direct costing maintain
such projections are more accurately made by
having the classification of period and direct
costs set up in the accounts for the current
volume of production.
Some of the companies interviewed said they
limited the application of direct costing pro

ACCOUNTING SYSTEMS and DATA PROC
ESSING, by Nelson and Woods. Southwest
ern Publishing Co., Cincinnati 27, Ohio,
1961. 640 pages.
Systems analysis is emphasized in all parts
of this up-to-date text. The beginning chapters
stress the importance of having a unit-data
medium created for each financial transaction
completed. Once such business papers are
created, there is great flexibility possible in
their use.
The text uses many illustrations and flow
charts helpful to students in visualizing the
ways these original documents are used in the
recording and summarizing of accounting
records. At the end of each chapter there are
a series of questions, as well as problems and
cases.
One chapter is devoted to the records which
may be accumulated through the use of manual
devices such as the cash register, pegboard
and keysort cards.
Part II on Systems Review includes defini
tions of some of the basic terms used, out
lines the objectives of such reviews and the
nature of the working papers used. After sur
veying the problems involved in a general
manner, the authors then proceed to specific
areas to be reviewed and investigated—the
sales and cash collections, the purchases and
cash disbursements, timekeeping and payroll
systems being a few of the specific areas
analyzed.
The last part of the text on Automated Data
Processing Systems gives up-to-date informa
tion on the use of punched card systems, as
well as some procedures to be followed in
their design and installation. The authors
emphasize that the systems man must have a
thorough understanding of the tabulator and
the calculating punch, before he is in a posi(Continued on page 16)
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The Accountant’s Responsibility to Management
By: Julianna Royal, C.P.A.
KCOP Television, Inc.
Los Angeles, California

In the field of accounting today, there are
two types of accountants; those who are or
will be considered part of the executive group
who make decisions by which a business is
run, and those who are technicians supplying
information to the executive group.
Formerly, accountants were considered
technicians only, and their single responsibility
was to furnish the information required for,
and from, the books and records of an account.
As business became more complex, manage
ment found that it needed explanations and
interpretations of the accounting information.
Conferences were called with the controller
sitting in as an expert witness or adviser but
not as an accepted member of the policy
making group. The reasons for this exclusion
were very human: the accountants rarely were
trained business people with a “broad gauge”
background, they came from the ranks of
bookkeepers or from technical courses with the
idea that if sales and production departments
would only keep the paper work straight, all
company problems would be solved automa
tically. To the bookkeeper-accountants, man
agers of these departments were challenges
to be whittled into paper ruts, thus enabling
the accountant to process his papers day after
day without a hitch. Small wonder that ac
countants were not considered for top man
agement posts as often as sales managers or
production chiefs.
Part of the reason for this imbalance in the
management group is that companies con
sidered the bookkeeping-accounting depart
ment excess baggage recording after-the-fact
information, and as such, not contributing to
the services or products sold by the company.
Since the companies did not rate the account
ants as productive as sales and manufacturing
personnel, they were not willing to pay a com
mensurate rate for their services. Also, colleges
and business schools were slow in pushing
accounting education on a professional level
because the opportunities for graduates were
limited. One of the finest liberal arts colleges
in the country spent ten years deciding to in
clude a second year of accounting into its
curriculum for economics majors. This was felt
to approach trade school education.
Slowly, but in ever widening circles, each
force moved to push the others along. Pro
fessional groups urged their members to in
crease not only their technical knowledge but
also their general knowledge, so that they

could participate fully in management. Man
agement began to recognize the abilities and
contributions of the better accountants and,
therefore, to look to the colleges for better
trained accounting graduates. The colleges
recognizing the need for expanded accounting
education, offered more accounting courses
and urged the accounting majors to take other
liberal arts courses to better fit them for
management later on. Independent accounting
firms contributed a great deal to this effort, for,
the people whom they trained as staff auditors
and who later left to join private industry were
already accustomed to conferring with man
agement on a conference level through their
audit work, and thus expanded this field for
accountants.
As in many other lines of work, the in
creasing complexity of the government and
tax laws, opened vast new requirements for
accountants in business and in government.
With these greater demands, more people of
ability are drawn into the field and thereby
helping to supply the greater number of top
executive-accountants required by progressive
management today.
Because he is still something of a pioneer
representing all accountants wherever he goes,
the accountant who is in the management
group today or who is working toward that
goal, has a dual responsibility. First he has
responsibility to the management group with
which he is working. Second he is responsible
to the accounting profession as a whole. He
is being watched very closely and will be
taken into management’s confidence more and
more completely as he earns its respect and
good will.
Within the management group the account
ant, that is, the top accounting person, what
ever his title, has the responsibility for
reporting to the president the overall dollar
effect of ideas and of policies proposed re
gardless of which department may be affected.
Each department or division head has a par
ticular responsibility which he will drive to
fulfill, sometimes not seeing the effect of his
program on the company as a whole. Since the
accountant does not have a quota to meet, he
can think across departmental lines and bring
the broad picture into focus from the financial
point of view.
The accountant has a responsibility to help
each department head to learn more of his own
business and to interpret one department to
15

L

another where there seem to be conflicting
areas of interest or points of view. Usually, if
the lines of communication are kept open, the
problems will fall of their own weight for a
natural and reasonable solution becomes ap
parent to all.
The accountant must work closely with the
department head to determine whether or not
the flow of information from accounting is use
ful and/or understandable. The most beautiful
and sophisticated reports have been tossed
aside by the very people they were designed
to help, because the report was not presented
properly in the beginning, or it was not under
stood by the receiver. Therefore, the incentive
to design and present better and more com
prehensive reports is always present. When a
report is really clear and helpful, the first re
action of management is surprise. The account
ant does understand the question and how to
answer it clearly. The satisfaction derived from
a report well received is worth all the hours
designing and redesigning it.
The accountant also should work with the
department head and top management to help
each side explain to the other, the financial
reasons or proof for a particular point of view
or plan. The more the accountant really knows
about the technical, service and sales opera
tions of the business the better he is able to
fulfill his responsibility and the faster he will
gain the confidence of management.
Another, and in some respects the most im
portant, responsibility of an accountant is to
interpret for, and to inform management re
garding financial matters in anticipation of in
quiries or problems. Cash forecasts, trends in
the industry, tax consequences of certain de
cisions, tax consequences resulting from
inaction, contemplated legislation affecting
your industry, should all be brought to man
agement’s attention for decision and action.
An important aspect of the accountant’s re
sponsibility that is too often overlooked in his
education and even in an employment inter
view is his ability to be an administrator or
even a supervisor. In private industry this
ability must go hand in hand with accounting
ability for any person who is being hired with
the idea in mind of promotion into any level
of management. The controller or treasurer
doing the hiring has the responsibility to
furnish the company with talent for the future
which will best serve private industry.
Technical or theoretical knowledge alone is
not enough.
The second major area of responsibility of
the accountant in private industry is to his
profession. He represents the accounting pro
fession and interprets it to management. The
accountant who is well versed in the newest
developments in the field, who understands
16

them and knows whether they have a valid
application to his company, will earn greater
respect for his standing in the accounting pro
fession. Management knows that any individual
who keeps up with his profession is in a better
position to save money for the company. Like
wise, the accountant who is in contact, through
professional organizations and publications,
with others in his industry and with account
ing in general is able to advance the status
of the accounting profession in the eyes of
management.
Because of the importance of audited
statements in today’s business world, there is
an increasing amount of contact between the
private accountants and those practicing in
public accounting. The greater the communi
cation between the accountant in industry and
his auditing counterpart, the faster and more
effective the audit will be, and of course, the
less money it will cost the firm. It is the re
sponsibility of the accountant to help the audi
tor explain why procedures which management
may feel are unnecessary, are standard in the
auditing field. It is also the responsibility of
the company accountant to see to it that the
auditor does not lengthen the audit unneces
sarily because of his lack of knowledge of the
internal control or, more important, his lack
of knowledge of trade practices which may
be a red flag in one business and ordinary in
others.
The next fifty years will see the accounting
profession expand in scope and stature com
parable to law and medicine. Those responsible
accountants who understand this opportunity
will train themselves to be ready when
openings develop in management, whether
they be in private or public accounting.

(Continued from page 14)
tion to design or suggest changes in any sys
tem.
The last chapters of the book introduce the
student to electronic data processing systems.
Examples are given of binary-coded decimals
and operations using the binary code are
illustrated. Simple programs for computers are
developed, which give the reader some idea
of the wealth of detail involved in the prep
aration of such programs.
The way the authors have integrated their
discussion of accounting systems and the
automation of such systems represents a de
parture from the approach taken in many
other texts. The material has been developed
in a very practical way, and should be helpful
to both the accountant and the systems man,
as well as students planning to enter into either
of these fields.

NEWS
TAX

LOUISE A. SALLMANN, C.P.A.

Planning for the future—taxwise? and other
wise? Aren’t we all.
Financial advisors have for many years
promoted the soundness of investing one’s
capital in a variety of income-producing
properties; such as real estate, stock and bonds.
Of course, they also recommend maintenance
of some cash reserve. Then, if there is any
excess—speculate! Within each of these cate
gories the astute investment counsellor will
insist upon diversification.
Prior to the Investment Company Act of
1940, a very limited percentage of our adult
population had the financial capacity to heed
such excellent advice. The would-be investor
with limited funds was relegated to owner
ship of residential real property and possibly
a few shares of stock. Speculation for him
never went beyond the “Friday night poker
game.”
The advent of the regulated investment
company provided the individual who has as
little as $40.00 per quarter, excess of income
over expenses, an opportunity to buy an in
terest in as many as one hundred twenty
different corporations, infinitesimal as that in
terest might be. A very small percentage of
his invested dollar pays for the services of not
one, but hundreds of well qualified investment
counsellors. But man has always felt more con
fident with his roots planted firmly in the good
earth.
For a full discussion of this subject, see “In
come Tax Problems in Real Estate” by Lois C.
Mottonen, which appears in this issue.
Taxwise—how will the real estate invest
ment trust fare? As a regulated investment
company to a great extent. If the trust dis
tributes 90% or more of its ordinary taxable
income, it will be taxed on the remainder only,
at the regular domestic corporate rates. Net
long-term capital gains in excess of short-term
losses, if not distributed, will be taxed at 25 %.
No credits will be allowed for dividends
received nor will the trust be able to carry
back or over operating losses. The trust will be
allowed to distribute income within twelve
months following the close of its taxable year
if it declares this distribution prior to filing
its annual income tax return. Personal-holding
company-type consent dividends will qualify.
Here again the real estate investment trust
faces an issue which bears no semblance to
that of a security investment company.
The security investment company receives
cash dividends which it can easily distribute

after deductions for administration expenses.
The real estate trust has the problem of re
ceiving cash rents, paying expenses, distribut
ing 90% of its ordinary taxable income and
attempting to then retain sufficient cash to
pay off its mortgage obligations. There is, of
course, the noncash depreciation expense
deduction which may or may not be equal to
the principal portion of mortgage payments.
It will behoove real estate investment trustees
to weigh carefully the methods of depreciation
to be used for various properties purchased.
Accelerated methods of depreciation could be
advantageous to fund reductions of liabilities.
However, they may also create operating losses
which cannot be carried back or forward by
the trust nor passed on to the beneficiaries.
Incidentally, the real estate trust must elect
to be taxed under the provisions of Section
857 and, once it has made this election, it is
binding for future taxable years. Of course,
it may very easily disqualify itself.
The shareholder in a real estate investment
trust will be taxed on distributions in the year
in which they are received. Ordinary income
dividends will be fully taxable and capital
gains dividends will be given long-term capital
gain treatment. However, he will not be en
titled to the dividend exclusion or credit even
though a portion of his dividends may not stem
from rents or interest but from marketable
securities. If the beneficiary should receive a
capital gains dividend and within thirty-one
days sells his shares, any loss he may suffer
must be offset against the dividend. There is
no comparable treatment as to undistributed
capital gains as provided for regulated invest
ment company dividends.
Distributions out of depreciation reserves
will probably be treated as a return of capital
to the extent of the shareholder’s basis. There
after they will be treated as long-term capital
gains. The authors of the applicable code
sections seem to be completely oblivious to the
aforementioned possibilities. But, here is the
greatest tax advantage for beneficiaries! For
tax purposes, the trust may very well use ac
celerated depreciation methods; for statement
purposes, conventional methods.
Oh, yes, distributable earnings build rapidly
under these conditions. But—will the regula
tions—one, two or three years from now turn
our conservative investor’s good earth into
shifting sands? Only the future—taxwise will
tell.
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Comment and Idea Exchange
BY MARION DAVIS

HOW TO ACQUIRE STOCK WITHOUT
PAYING A BROKER’S COMMISSION
The small investor can partially overcome
one of his disadvantages—the amount of com
mission charged on odd lot purchases.
He may hold securities of companies which
usually pay stock dividends, and elect to buy
the additional fractions of shares without pay
ing any brokers’ commissions.
Married couples can obtain several shares
commission free by holding securities in vari
ous ways, i.e., name of the husband, name
of the wife, joint tenancy, and tenancy in
common.
Single people may obtain some additional
shares by holding different classes of common
stock in the same company, such as Class A
and Class B common—with no material differ
ence as far as rights are concerned.
Vera Coulter, Los Angeles Chapter
MATERIALITY
In her article, June 1961, “The Industrial
Accountant and the CPA’s Report,” Mary F.
Hall brought out a point worthy of repeating:
“What is a significant or material fact?” She
stated: “The best answer to materiality is
necessarily vague because judgment must be
exercised in the final determination. James L.
Dohr, a certified public accountant and mem
ber of the New York Bar, suggests this defini
tion, 'A statement of fact is material if, giving
effect to the surrounding circumstances as they
exist at the time, it is of such nature that its
disclosure, or the method of treating it, would
be likely to influence or to “make a difference”
in the judgment and conduct of a reasonable
person.’ The phrase ‘to make a difference’
could well be the most useful criteria for de
termining materiality.”

DEPRECIATION

A general topic of conversation these days,
and one that is taking up considerable space
in newspapers and other publications, is the
many and varied ways that “depreciation”
should be handled by the Internal Revenue
Service.
The departure of many of these suggestions
from the accounting concept of accounting for
depreciation and the accelerated methods al
ready in use, have prompted one of our readers
to offer the following:
If depreciation is no longer to be “a system
of accounting which aims to distribute the
cost . . . over the estimated useful life of
the assets in a systematic and rational man
ner” (Courtesy of AICPA Research Bulletin
22), why beat around the bush? Why capi
talize assets at all? Why not treat all asset
purchases as expenses?
Any comments as to the probable results of
this approach?
POINTS TO PONDER FROM
PREVIOUS ISSUES

“Forecasting and budgeting may or may
not be formalized plans, but they are the basis
of efficient management and a disciplined ap
proach to the problems of business. They have
been likened to the agenda for a meeting—
they set up an outline or plan for manage
ment decisions by which the desired goal shall
be achieved.” August, 1959.
“Today the accounting department has been
recognized as an important source of profit,
instead of the necessary evil of yesterday.”
August, 1960.

AUTOMATION MEETS ITS MATCH
A Los Angeles corporation that makes out
board motors automated its plant. One prob
lem, however, proved very difficult. An auto
matic system for removing metal scrap was
designed, but it would have cost $180,000,
and this expenditure could not be justified.
The solution to the problem was: one man
with a wheelbarrow!
—Challenge Mag.

“After ideas or practices become generally
accepted, they are used again and again with
out re-evaluation as to their merits and justi
fication under present conditions.” June, 1960.

“You may be interested to know that re
tirement funds own 3% of the outstanding
stocks of all corporations. In 1959, the net
acquisition of corporate securities by retire
ment funds came to about 38% of new eq
uities issued, as compared with 32% in 1958,
28% in 1957 and 24% in the years 1954-56.”
—December, 1960.

More people should tell their dollars where
to go, instead of asking them where they
went.—Roger Babson.
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The IAS

Resident Final Examination
One of the unique features of IAS train

ing is the Resident Final Examination, in
troduced in 1925. This plan has made a
direct contribution to the success of thou

sands of IAS graduates.

PON successful completion of the
Diploma Course of 90 assignments,
an IAS student is given a comprehensive
Resident Final Examination in his own
community, under the supervision of a
local Certified Public Accountant (or an
attorney at law if no CPA is available).
The examination questions, prepared by
the IAS Faculty, are forwarded under
seal to the local examiner, who holds the
examination in his office. Adequate con
trols are used to see to it that no two
students in the same locality are given
the same examination.

U

The examination usually takes five to
six hours. The examiner is required to

certify that the student completed the
work entirely on his own, without access
to any textbooks or notes. The examina
tion papers then are forwarded by the
examiner to Chicago for faculty correc
tion and review, to determine if a diplo
ma should be awarded.
No IAS Diploma has been awarded to
any student enrolled since April, 1925,
unless the student has passed such an
examination.

The Resident Final Examination plan
safeguards the integrity and enhances
the value of the IAS Diploma. It assures
prospective employers that IAS gradu
ates possess a thorough, tested knowledge
of accounting.

The school’s 24-page Catalogue A is
available free upon request. Address your
card or letter to the Secretary. IAS . . .
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